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SUBJECT: Defection of GN og oe 


1. As a result of Chiang Kai-shek's ultimatum that all flying 7°% 
equipment of CNAC and CATC be moved to Formosa, an order vigorously ~¢tEe 
protested by the personnel of these airlines, elements thereof de~ oe 
fected to the Communists on 9 November. The Chinese Nationalist 
Government thereupon notified the British authorities that the carriergges? 
contracts of these airlines and their operating rights were cancelled. ~~ 
In anticipation of attempts to dispossess them of the equipment, the 
operating personnel of the two airlines promptly took action to im- 
mobilize the aircraft, physically and legally, to prevent removal from 
Hong Kong. 





2, The material involved is reported to consist of 5 Convair and 
60 G-46 and C-i'7 aircraft, together with spare parts and shop equipment 
conservatively valued at $30,000,000. If these assets still remain in 
Hong Kong at the time of the expected British recognition of the Commu- 
nist Government, there is every reason to believe Communists will claim 
title thereto and that the British will recognize such claim. This 
equipment and these supplies in the hands of the Communists will give 
them great benefits. It will enable them to organize commercial trans- 
port throughout China and with neighboring countries, and will conse- 
quently greatly facilitate their control over these areas. It will 
also give them a military air potential which might constitute a 
serious threat to the United States Air Force in the Far Hast, Alterna- 
tively, it is not outside the realm of possibility that a deal, equally 
disadvantageous to American interests, might be worked, as between the 
British and the Communists to effect the re-registration of these assets 
under Hong Kong flag. 


3. From the viewpoint of U. S. security interests, the immediate 
objective to be achieved is the denial of this equipment to the Comm- 
nists by removal from Hong Kong prior to British recognition of the 
Chinese Communist Regime, Should removal prior to recognition be im- 
practicable, denial can only be assured by the prior transfer of the 

_assets to non-Chinese Nationalist interests. 


4. Our latest information from the field in connection with the 
foregoing is as follows: 


(a) The Hong Kong authorities have issued an injunction im- 
pounding the equipment pending resolution or recognition of 
title to the assets of CATC and GNAC. 


{b) The Chinese National Government has initiated legal ac- 
tion in Hong Kong courts to effect formal recognition of Chinese 
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Nationalist ownership of the assets. (The Chinese Nationalist 
Government is the sole stockholder in CATC and holds 80% of CNAC 
stock.) However, hearings have been delayed until 21 December, 
and it is to be assumed that Communist interests will bend every 
effort to continue to tie matter up in litigation. — 


(c) Operating personnel of CNAC and CATC have, since 9 No- 
vember, sabotaged their aircraft by removal of vital parts or 
other unspecified methods. As of this date there is no authori-~ 
tative estimate of the extent of damage effected or time neces- 
sary to effect repairs, 


(da) CAT has been designated as the sole scheduled airline 
operator licensed by the Nationalist Government and, as such, is 
authorized to effect removal of the equipment. After appropriate 
clearances shall have been granted by the Hong Kong authorities, 
CAT possesses the necessary personnel to carry out the evacuation 
including the inspection and repair necessarily precedent thereto. 


(e) CAT is likewise negotiating for the transfer to itself 
of the assets now held by the Chinese Nationalist Government as a 
precautionary move should recognition be afforded by the British 
to the Communist Regime before the evacuation can take place. 


5. The key to the entire problem is the attitude and the intent 
of the British and, through it, the Hong Kong authorities. It lies 
within their power to allow this denial operation to proceed with dis- 
patch or, conversely, to effectively block it. On the positive side, 
the Hong Kong authorities can assist in the following ways: 


(a) By prompt court action to recognize the Chinese 
Nationalist Government ownership of CATC and its major interest 
in GMNAC. 


(ob) By clearing CAT, as the designated agent of the 
Chinese Nationalist Government, to inspect, repair, and remove 
CATC equipment and by providing the essential repair and service 
facilities required for this purpose. 


(c) By providing authorization, as in (b) above, in the case 
of CNAC equipment under arrangements to be mutually. agreed as 
among the Chinese Nationalist Government, Pan American, and CAT. 


(ad) If necessary, to facilitate and recognize the legal 
validity of the transfer of assets of the two airlines from the 
Chinese Nationalist Government to CAT and/or Pan~Am in the event 
equipment removal is impracticable prior to recognition. 








(e) Until such time as recognition becomes a fact, by per-~ 
mitting the uninterrupted operation into and out of Hong Kong, 
on a generally reciprocal basis, of accredited airlines 
servicing the free China area. 


6. Since CATC is completely owned by the Chinese Nationalist 
Government, and since CAT has been designated by that Government as 
its agent for the removal of CATC equipment, action by the Hong Kong 
authorities, as per preceding paragraph, will effectively solve the 
problems attendant upon denial either by removal or by transfer of 
assets. Pan American's interest in CNAC as a 20% stockholder compli-~ 
cates the question of the removal of that Company's equipment, inas- 
much as it is logical to assume that Pan American would object 
strenuously to the operation by a competitor of this equipment, or, 
more particularly, to the transfer to that competitor of the major 
share of the Corporation's assets. It is considered, therefore, that 
negotiations lLeoking to the removal of equipment from Hong Kong or 
transfer of the 80% Chinese Nationalist Government interest in the 
Corporation should be conducted by the top-level Pan American officials 
in the United States. It is, of course, possible that Pan American 
might prefer to designate CAT as its representative, under suitable 
legal guarantees, to effect the removal of equipment from Hong Kong. 


7. %It is recommended that the following action be taken in this 
matter: 


(a) A strong diplomatic approach to the British covering 
these elements: 


(1) That the United States considers that the acquisi- 
tion by the Chinese Communists of a ready-made civil aviation 
is prejudicial to the security interests of the United States. 


(2) That consequently every effort should be made to 
expedite removal of these assets from Hong Kong or otherwise 
block Communist claim thereto. 


(3) Furthermore, that the United States would view with 
extreme disfavor any action or inaction on the part of the 
Hong Kong Administration which would result in the transfer of 
CNAC or CATC assets to British ownership or control: a view 
accentuated by the fact that these assets were originally 
provided by U. S&S. gift or monies. 


(b) Discussion of the CNAC problem with the President and/or 
Board of Directors of Pan-American to impress upon them the points 
cited in (a) above and specifically to urge: 
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(L) Consummation of arrangements with the Chinese 
Nationalist Government to effect prompt removal of CNAC 
equipment from Hong Kong or, should prompt removal be im- 
practicable, transfer of the 80% Chinese assets to Pan~ 
American or other American interests. , 





